International 
Marketing Information 
Series 


44 bh 
“i” 


Foreign Economic Trends 
and Their Implications 
for the United States 


CANADA 


October 1978 
Frequency: Semiannual 
Supersedes: 78-039 


Prepared By 
American Embassy 
Ottawa 


) * 
Stares of ® 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 


Industry and Trade Administration 





CANADA KEY ECONOMIC INDICATORS 


All values in Canadian $ millions 

and represent period averages 

unless otherwise indicated. A B cl/ D 
Estimated 

1976 1977 % Change 1978 

Exchange Rate: US $1.00 C$0.986 C$1.06 C$1.12 

INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices 191,492 210.432 9.7 232,195 

Per Capita GNP, Current Prices 

(Thousands of C$) 8, 326 9,136 ‘ 9,675 
Private Investment Current $ 38,577 41,434 ; 4h 5650 
Personal Income, Current $ 156,267 172,370 5 187,021 
Retail Sales 57,167 61,651 : 69,049 
Industrial Production: 

(1971=100) 120.7 125.6 . 130.6 
Avg. Labor Productivity (1971=100)2/ 106 107 ; 108 
Avg.Weekly Industrial Wage 

(Hundreds of C$) 228 250 ; 269 
Labor Force (millions) 10.3 10.6 : 10.9 
Avg. Unemployment Rate (%) cd oon 8.5 


MONEY AND PRICES 
Money Supply (M1) 18,063 19,595 ; 21,260 
Interest Rates: 
Bank of Canada Rate** 8.50 ' 9.50 
Chartered Bank Prime Rate** 9.75 ‘ 10.25 
Indices: 
Consumer Prices, Non-Food 142.8 ; 164.2 
Consumer Prices, Food / 166.2 : 207.1 
Industry Selling Price(1971=100)>/ 160.6 187.1 


BALANCE OF PAYMENTS AND TRADE 
Official International Reserves 
(us $ millions )**) | 5,843.4 h,929 4,189. 
Balance of Payments 3,697 108 300 
Net Direct Investment Flows 850 380 mae 
Balance of Merchandise Trade 1,089 2,907 4 5200 
Merchandise Exports (FOB) 38,397 4h , 376 ; 51,300 
U.S. Share 25,894 31,027 ; 35,681 
Merchandise Imports (FOB) 37 444 42,156 47,100 
U.S. Share 2st ve 29 ,630 


Main imports from U.S. (1977): Automotive vehicles and parts, C$10.9 billion; 
chemical products C$1.6 billion; equipment and tools C$3.5 billion; agricultural 
machinery C$1.2 billion; food C$1.5 billion; industrial machinery C$2.7 billion. 


Footnotes: 3) column C represents percent change between Columns A and B. 


Output per worker. 
Essentially a wholesale price index. 
Basic balance, defined as the current account balance plus the 
balance on long term capital flows. 

** End of period or latest (for 1978). 
Source: Statistics Canada, Bank of Canada Review, & other selected 
statistical material. 
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SUMMARY 


Real GNP growth, which averaged a disappointing 2.7% in 1977, accelerated 
to a 4.0% annual rate in the first half of this year. However, real 
growth remains below the economy's potential and the unemployment rate 
has crept up to 8.5%. Steady expansion of consumption spending and of 
the trade surplus continues to underpin the growth of GNP, with govern- 
ment spending in a secondary supportive role, but private investment 
remains weak. The inflation rate accelerated sharply in the second 
quarter due to skyrocketing food prices. While the current account 
deficit has narrowed somewhat, the Canadian dollar has been subject 

to heavy selling pressure on exchange markets. Reflecting these con- 
straints, fiscal and monetary policy have remained cautious. 


A significant pick-up in economic activity in the balance of 1978 is 
unlikely. Real GNP growth may average only 4% or less for the year as 
a whole. The unemployment and inflation rates will exceed 1977 levels. 
Regional disparities in economic performance will remain, but a trend 
toward convergence may emerge. 


Despite overall moderate growth, good opportunities for U.S. investors 
and exporters will be present in many sectors. The Foreign Investment 


Review Agency has not been a major obstacle recently to most foreign 
investment. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Growth performance has improved ... 


Real GNP growth, which averaged a disappointing 2.7% in 1977 and sputtered 
along at 2.9% in the first quarter of 1978, accelerated to 4.4% in the 
second quarter, bringing the annual rate of real growth to 4% for the 
first half of this year. Spurred by income tax rebates early in January 
and February, and by cuts in provincial sales taxes in April, real 
consumption spending advanced at an annual rate of 4% in the first half 

of the year and provided the main support to GNP growth. A continued 
expansion of the trade surplus and a moderate increase in government 
spending also helped boost activity. Despite a flurry of spending on 
machinery and equipment in the second quarter, private investment gener- 
ally remained weak. Real growth has remained below the economy's potential, 
and the unemployment rate has crept up to 8.5% from the 1977 level of 8%. 


but the inflation rate picked up sharply . 


The rate of increase in prices has accelerated sharply under the influence 
of skyrocketing food prices. In the first eight months of 1978, food 
prices (non-seasonally adjusted) showed an average year-over-year increase 
of more than 16%, boosting the average rise in the consumer price index 
(CPI) over this period to over 9%. Although the rise in the overall 

CPI has gathered momentum in 1978, the index of non-food items, one 
measure of the underlying rate of inflation, continued to decelerate, 

in part due to a slower growth of wages. Negotiated increases in nominal 
base wages averaged 6.4% in the second quarter of 1978, compared to 6.6% 
in the first quarter. Wage rates and average weekly earnings have 
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declined steadily in real (inflation adjusted) terms for nearly a year, 
despite the phase-out of wage/price controls which began in April. 

However, the recent increase in time lost due to strikes and the shortening 
of the period covered by new wage contracts is evidence of labor's 

desire to recover lost territory. 


and 1978 will not be a banner year. 


GNP growth in the balance of 1978 should proceed at a rate similar to 
that experienced in the first half. The pattern of growth will continue 
emphasize consumption spending and net exports. A surge of consumer 
ying should occur in the third quarter in anticipation of the return 
yrovincial sales taxes October 1 to pre-April levels. The 
weakening of the trade balance in the second quarter was 
o temporary factors. A return to a healthy merchandise 
ly. Slower growth in the U.S. in the second half of 
into the trend of export growth, but exports -- and 
will get a boost from the lower Canadian dollar. 


Private investment will show only limited growth in the second half of 
the year. Surveys show improvement in business confidence, but excess 
productivity remains substantial, while high interest rates and overhang 
of unsold housing holds back residential construction. Surveys of 
investment spending intentions suggest there will be little growth in 
real terms for the year. On average, consumer prices will rise well 

in excess of y DP last year. Real GNP growth for the year will 
be substantially potential (about 4.5%). Consequently, the 
unemployment rate, currently at 8.5%, is unlikely to decline and may 
well rise further. 


Economic policy remains cautious 


aims at a progressive reduction in the inflation 
growth led by the private sector -- primarily exports 
I \ccordingly, the federal government has acted to reduce 
total ae by holding the growth of spending below that 
In August 1978, the government announced spending 
e imiting the growth of spending to less than expected 
GNP growth of about 11% in both years. Although spending is 
rained, the federal government's financing requirement is 
bstantially to C$11.9 billion in FY 1978/79. Large 
are partly a function of the slow growth of tax 
GNP growth. 


policy is potent -ained by large current account and budget deficits 
persistent weakness in the Canadian dollar exchange rate. Within 
constraints, the government has applied limited doses of fiscal 
us in early 1978, including rebates on federal income taxes, and 
1 financing of a temporary cut in provincial sales taxes. It 
= osed a reallocation of spending on social programs which 
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> nefits toward low and middle income groups, while tightening 
sailed ck: insurance program. The government will reassess the 
stance and fiscal policy in a federal budget to be introduced into 
arliament before the end of this year. 





The short run stance of monetary policy has been conditioned by develop- 
ments in the exchange market. In September the Bank of Canada increased 
its bank (discount) rate from 9.0% to 9.5%, the fourth increase since 
March. For the medium term, monetary policy continues to be geared 
toward accommodating real GNP growth above that of potential growth 
(about 4.5%) with a progressive reduction of inflation. The official 
target range for the annual rate of growth of the money supply (ML) 

was reduced one percentage point in September to 6-10%. 


due, in part, to the large current account deficit ... 


The current account deficit was C$4.1 billion in 1977 and narrowed to 

a C$3.7 billion annual rate in the first half of this year. The expansion 
of the trade surplus from C$2.9 billion in 1977 to a C$ billion annual 
rate in the first half of 1978 more than offset the continued deterioration 
of the balance on services. The trade surplus weakened in the second 
quarter and turned to a deficit in July, partly due to special factors 
such as prolonged strikes in the iron ore sector (which hurt exports) 

and to a temporary surge in machinery and equipment investment (which 
boosted imports). Although the trade balance should return to a fairly 
strong surplus in coming months, the expected increase in Canadian GNP 
growth relative to that in the U.S. will tend to limit further improvement 
in the trade balance. Higher net interest and dividend payments abroad 
and, to a lesser extent, a widening of the travel deficit, will push the 
services balance further into deficit. As a result, the current account 
deficit in 1978 should hover close to the 1977 level. 


and to persistent weakness in the exchange rate. 


The Canadian dollar has come under strong selling pressure, driving the 
exchange rate from its 1977 average of 94 U.S. cents to just under 85 

U.S. cents in late September, a drop of 9.6%. The decline in the dollar, 
precipitous at times, has been attributable inter alia, to (a) higher 
inflation in Canada than in the U.S.; (b) a rise in U.S. short term interest 
rates, lowering spreads with higher Canadian rates; (c) the deterioration 

in the merchandise trade position, particularly in June and July, and 

(d) a paucity of autonomous foreign borrowing in recent months. 


The decline in the dollar has continued unabated in the face of four 
increases in the Bank of Canada discount rate between March and September 
and heavy official intervention to support the exchange rate. To supplement 
foreign exchange reserves, the government has arranged with Canadian and 
U.S. banks lines of credit of U.S. $2.5 billion and U.S. $3.0 billion 
respectively; has floated a U.S. $750 million bond issue in the U.S. and a 
DM 1.5 billion issue in West Germany; and has announced plans to borrow 

an additional U.S. $750 million in the U.S. 


Growth performance among the provinces is mixed -- with a hint of convergence . 


The Atlantic Provinces (New Brunswick, Nova Scotia, Prince Edward Island 
and Newfoundland) have the highest unemployment rate in Canada (12.5%) 

end will probably grow at a rate less than the national average this year, 
but signs of economic vitality are increasingly in evidence. The fishing 
industry has improved markedly due to increases in catches and in prices. 
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Official programs to upgrade processing facilities are underway. Other 
sectors exhibiting strength are coal, forestry, construction, retail trade 
and t.-rism. Output in Newfoundland was held back by a strike in iron ore 
mining in mid-year and a strike of provincial employees in the fall. 


The Quebec economy has shown some improvement. The depreciation of the 
Canadian dollar, the imposition of import quotas and reduction in provincial 
sales taxes have given a boost to the textile, footwear and furniture 
industries. Shipments from these industries, which account for 37% of 

total manufacturing output, have increased strongly. Production and 
investment have held up well in the aluminum and newsprint sectors. 

However, low productivity, high labor costs (the highest minimum wage in 
North America) and uncertainty stemming from the provincial government's 
declared intention to achieve political sovereignty have generally inhibited 
private investment. Moreover, mining output will be low this year due to 
strikes in the iron ore sector. An important prop to the provincial 

economy continues to be public energy investment. 


economic growth should continue at about the national average. 
ivestment and construction activity are impeded by excess productive 
and a surplus of unsold housing. Weak markets for nickel, zinc, 
omewhat lesser extent, copper continue to depress the mining 
oe the auto and steel industries remain firm. The depreciation 
ian dollar could stimulate exports to the U.S., Ontario's main 
while the prospective leveling off of housing construction 
demand in the U.S. could have the opposite effect. 


Saskatchewan, agricultural incomes have improved due to 
grain prices, and to sharply higher prices for cattle. Net 
fared less well due to increasing costs, but should 


However, bright spo in Manitoba's economy are few. Weak international 
markets for nickel, alae and i weigh heavily on the mining sector. 


Construction activity is down. ffsets to these depressant influences 
include a federal/provincial pei to spend C$44 million on industrial 
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levelopment and a modest pick-up in light manufacturing activity. 


ali a 


experience resource-led growth. Sectors holding 
Os potash and heavy oil development, and oil/gas 
onment restrictions on uranium mining romain’. 


remains at the top of the growth ladder with increases in output 
loyment well above the national average. Farmers have benefitted 
energy investment may have peaked 
additional marketing opportunities 
and gas exploration remains at a 
igh i ; the start of construction of the Alcan natural 
4S pipeline could defer 2 positive impact on the economy from this source. 
The growth of British Columbia's economy should continue to exceed the national 
ee but by less than in recent years. Leading sectors are lumber 
which could be hurt by a possible fall-off in U.S. housing starts), paper 
natural gas. Tourism has also improved. Weak spots include mining 
construction. 





Implications for the United States. 


Canada is the single most important U.S. market, representing nearly 25% 
of total U.S. exports. U.S. exports to Canada rose 15% to C$30 billion 
in 1977 and advanced at an annual rate (not seasonally adjusted) of 

C$34 billion in the first half of this year. 


The Canadian market will expand moderately this year and the further 
depreciation of the Canadian dollar should help Canadian firms increase 
their share of the domestic market. Market growth will continue to vary 
considerably across sectors and among the provinces. 


The Atlantic Provinces: Retail sales are strong and the market for consumer 
goods should be firm. Markets also exist for machinery/equipment for the 
fish industry (including fish processing), and in the forestry and mining 
sectors. 


Quebec: There is an improving market for security-related equipment, 
including smoke alarms, electronic components, process control instru- 
mentation and energy systems. Some pick-up in demand for hardware and 
plumbing supplies has also been noted. 


Ontario: Growth of the market will be modest. Investment and construction 
activity are weak and the growth of retail sales may be at or below the 
national average. However, demand for consumer goods and capital equipment 
should improve over the next six to twelve months. 


Manitoba/Saskatchewan: Rising farm incomes should expand the potential 
market in both provinces. Nonetheless, the Manitoba economy will grow 
rather slowly in 1978, although demand should improve for building materials, 
and food and beverage processing equipment. In Saskatchewan, sales oppor- 
tunities exist in all secondary sectors as well as in mining supplies and 
construction materials as the province moves to expand its resource sector. 


Alberta: Market growth is strong. The best export prospects are in oil 

and gas equipment and supplies, specialized financial services, construction 
materials, heavy transportation vehicles, earth moving equipment and equipment 
for the chemical industry -- especially process control instrumentation. 


British Columbia: Replacement equipment in general and specialized mining 
and pipeline equipment represent good prospects for U.S. exports. Demand 
exists for a wide variety of consumer goods and food products. 


Banking Legislation: In May 1978, the federal government tabled in 
Parliament its proposed changes in banking legislation. The government's 
proposals are in line with its August 1976 White Paper, i.e., that foreign 
banks will be allowed to become chartered (deposit accepting) banks, albeit 
with restrictions on total assets and lending volume, and that domestically- 
owned chartered banks will be allowed to expand into new areas of business 
now conducted by foreign banks. Parliament may consider the government 
proposals when the session resumes in early October, but the timing of 

final passase of the legislation remains uncertain. 





Direct Investment: In 1977, the net book value of U.S. direct investment 
in Canada was approximately C$38 billion, a 12% increase over the 1976 

level. This represented about 25% of total U.S. direct investment abroad 
and over one-third of U.S. direct investment in industrialized countries. 


U.S. direct investment flows to Canada have fluctuated considerably in 
recent years. A net outflow of C$494 million in 1976 was followed by a 
strong net inflow of C$563 million in 1977. In the first half of 1978, 
net flows from the U.S. were C$102 million. 


While Canadian growth will be modest, investment opportunities will exist 
in many sectors. The Foreign Investment Review Agency (FIRA) has not 
been a major obstacle recently to foreign investment. FIRA's approval 
requires a finding that the investment (new, acquisition or merger) be of 
"Significant benefit" to Canada. The approval rate is running in excess 
of 90%. 


U. S. GOVERNMENT PRINTING OFFICE 1978—281-058/39 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce Washington, D.C 20230 





